We take the social or development perspective of government banks on the Indonesian regional development banks. We find that those banks have more employee burden and small scale loans burden than other banks. Excessive employment in the regional development banks is positively associated with the degree of poverty in their regions and negatively related to the regional economic capacity. In the regions with high degree of poverty, those banks have to channel excessive small scale loans.
Introduction
The grabbing hand theory contends that state-owned enterprises may perform inefficiently because they are subject to politicians and bureaucrats Vishny, 1994, 1998) . Focusing on state-owned banks (government banks), there are two main theories related to those banks based on such two opposing theories. According to the social or development theories, state-owned banks are often inefficient because they play a role as agent of development. Sometimes they are assigned to fund unprofitable investments. The political theory of government ownership of banks explains that state-owned banks are less profitable because they have to serve the interest of politicians (La Porta et al., 2002) , particularly through their lending behavior (Sapienza, 2004; Dinc, 2005; Micco et al., 2007) .
This study is aimed at examining the social or development view of state-owned banks on the Indonesian regional development banks (henceforth RDBs), the banks which are owned by regional government 2 . A regional development bank in Indonesia commonly is the largest firm controlled by a regional/provincial government. To examine this theory, we have to identify and disentangle the channel of social and development activities of such banks. We consider two following policy burdens of the RDBs. First, we argue that the RDBs are assigned to help reduce the unemployment by recruiting more employees than the industry average or surplus labor (Bai et al., 2006; Liao et al. 2009; Wu et al., 2010 , Prabowo et al., 2014 . Second, we contend that the other policy burden comes from the fact that RDBs have to conduct development activities through granting small scale loan more than the industry average. Those banks have to channel more loans to micro and small enterprises which tend to be risky.
To confirm the social or development view of the Indonesian RDBs, we first investigate whether those banks have more policy burdens than other banks. Second, we go further by examining the impact of regional economies where the RDBs located on the policy burdens of those banks. Supposedly, in the less developed regions, the degree of policy burdens is higher than in the developed regions.
Methodology and data
We consider two measures of policy burdens which are employee burden and small scale loans burden. We follow the logic to calculate the employee burden as used by Bai et al. We introduce small scale loans burden which is the excess small scale loans that should be released by the RDBs compare to the industry average. Therefore, the method to measure the small scale loans burden can be seen in this following formula:
Small scale loans burden = (Small scale loans to total loans) -(Industry average on small scale loans to total loans)
109 commercial banks which consist of stateowned banks, regional development banks, foreign banks, and domestic-private banks are used to reflect the industry.
First, we examine whether the RDBs have more policy burdens than other banks. We use data from 2001-2010. We control for several variables which are dummy foreign banks (FOB), dummy listed banks (LISTED), natural log of total assets (LNTA), and the ratio of equity to total assets (EQTA) following the work of Prabowo et al. (2014) . The equation can be written as:
Second, we deepen our study by looking the effect of regional economies on policy burdens of the RDBs. We use two proxies of the regional economies. The degree of poverty (POVERTY) could be considered to reflect the social condition as well as the development of the regions. Then, the proportion of a region's GDP to country's GDP (REG GDP) represents the economic capacity of the region. Two control variables are performed in the empirical model. First, we take into account dummy of regional development banks which are located in the Java Island (JAVA). Java is the most populous island and could be considered as the most developed island in Indonesia. Second, we include a bank specific variable which is the ratio of equity to total assets (EQTA). We exclude bank size (total assets) because it has high correlation with the proportion of regions' GDP to country's GDP. There is only one publicly traded regional development bank and just listed since 2010, therefore we do not incorporate dummy for listed bank.
To test the impact of regional economies on policy burdens, we then write the specification of the empirical model in the equation 2. We use panel least square with time-fixed effect to estimate this empirical model. 
Policy burdens i
Banks' financial statements over the periods 2001-2010 come from Bank Indonesia (the Indonesian Central Bank) and Ekofin Konsultindo. These financial statements also provide us with the information on small scale loans. Data on the regional economies are obtained from Indonesia Statistics Bureau (BPS). However, the regional economies data are only available for 2007-2010.
The statistics on policy burdens of RDBs and non-RDBs are reported in the appendix. The descriptive statistics and correlations of all variables used in the second empirical model are presented in the appendix as well.
Regression results
The results which are presented in the Table 1 obviously show that the RDBs have more employee burden and small scale loan burden than other banks. Then, the negative and significant coefficients of FOB, LISTED, and LNTA indicate that foreign banks, listed banks, and large banks have lower employee burden and small scale loans burden than domestic banks, non-listed banks, and small banks, respectively.
We then examine the impact of regional economies on policy burdens of Indonesian RDBs. Column 1-3 of Table 2 presents the regression results of the impact of regional economy variables and control variables on employee burden. Consistent with what we expect, the result suggests that the employee burden of RDBs is higher in the regions with high levels of poverty. Then, the coefficient of proportion of regional's GDP to country's GDP (REG GDP) has a negative and significant sign on employee burden. This may be attributed to the fact that economically small regions have less developed private sectors, less formal employment and finding jobs is difficult. To help reduce unemployment, regional development banks are assigned to absorb the excess workforce. The positive and significant coefficient of RDBs located in the Java Island on employee burden is supposedly caused by the high population in this island which may correlate with high degree of unemployment. The ratio of equity to assets has negative and significant effect on employee burden. The value in the parentheses is standard error. * , * * and *** indicate significance at the 10%, 5%, and 1% levels, respectively
The regression results of the explanatory variables on small scale loans burden are found in the column 4-6 of Table 2 . The result indicates that the percentage of poverty in the regions positively impact on small scale loans burden of RDBs. Such banks have to help in the access to financing for a large number of micro enterprises, home industries, and other informal sectors which are prevalent in the less developed regions. The insignificant result of regional GDP on small loans burden could be interpreted that RDBs release small scale loans more than the average of industry even in the economically large regions. Further, we do not find evidence on the effect of our two control variables on small scale loans burden. The value in the parentheses is standard error. * , * * and *** indicate significance at the 10%, 5%, and 1% levels, respectively
Conclusion
This research note shows that Indonesian regional development banks serve the development purposes as indicated by the high degree of employee burden and small scale loans burden compare to other banks. We also conclude that regional economies contribute to determine the policy burdens that should be borne by those banks. First, we find that the degree of poverty positively associated with the employee burden. Second, we document that the degree of employee burden are also affected by the regional economic capacity. As expected, in the economically small regions, the degree of employee burden of those banks is high. Third, the results conclude that RDBs are burdened to channel more small scale loans particularly in the less developed regions which are reflected by high degree of poverty. Overall, our findings confirm that regional development banks in Indonesia as a kind of government banks play roles as agent of development in which such banks are assigned to conduct development and social activities. Such developmental roles may make banks unprofitable and may lead to inefficiency. 
